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GAS and Circular A-133 Developments—2010

Notice to Readers
This Audit Risk Alert replaces Government Auditing Standards and Circular
A-133 Developments—2009.
This Audit Risk Alert is intended to provide auditors who perform audits under
Government Auditing Standards or Office of Management and Budget Circular A-133, Audits of States, Local Governments and Non-Profit Organizations,
with an overview of recent economic, technical, regulatory, and professional developments that may affect the audits and other engagements they perform.
This Audit Risk Alert also can be used by an entity's internal management to
address areas of audit concern.
This publication is an other auditing publication, as defined in AU section
150, Generally Accepted Auditing Standards (AICPA, Professional Standards,
vol. 1). Other auditing publications have no authoritative status; however, they
may help the auditor understand and apply the Statements on Auditing Standards.
If an auditor applies the auditing guidance included in an other auditing publication, he or she should be satisfied that, in his or her judgment, it is both relevant to the circumstances of the audit and appropriate. The auditing guidance
in this document has been reviewed by the AICPA Audit and Attest Standards
staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on by a senior
technical committee of the AICPA.
Recognition
The AICPA gratefully appreciates the invaluable assistance Susan M. Reed
provided in creating this publication.
The AICPA gratefully acknowledges the following individuals for their essential
contributions in creating this publication:
Corey Arvizu
Eric Berman
Bill Cole
Ralph DeAcetis
Diane Edelstein
W. Michael Fritz

Debbie Gregg
Laura Hyland
Kim McCormick
Thomas Scheidegger
Sean Walker

Feedback
The Audit Risk Alert Government Auditing Standards and Circular A-133 Developments is published annually. As you encounter audit or industry issues
that you believe warrant discussion in next year's Audit Risk Alert, please feel
free to share them with us. Any other comments that you have about the Audit Risk Alert also would be appreciated. You may e-mail these comments to
A&APublications@aicpa.org.
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GAS and Circular A-133 Developments—2010

How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your audits
conducted in accordance with Government Auditing Standards (also known as
the Yellow Book) and Office of Management and Budget (OMB) Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations (Circular
A-133). This alert also can be used by an entity's internal management to address areas of audit concern. This alert provides information to assist you in
achieving a more robust understanding of the business, economic, and regulatory environments in which your clients operate. This alert is an important
tool to help you identify the significant risks that may affect the audit and
delivers information about emerging practice issues and current auditing and
regulatory developments as they relate to audits performed under Government
Auditing Standards and Circular A-133. You should refer to the full text of
auditing pronouncements, as well as the full text of any rules or publications
that are discussed in this alert.
.02 It is important that you understand what is happening in the Government Auditing Standards and Circular A-133 arena if you perform these
audits. This alert assists you in gaining an understanding of key developments
regarding these audits. Refer to the "Recovery Act—Single Audit Issues and
Developments" section of this alert for a discussion of the many areas impacted
by the American Recovery and Reinvestment Act of 2009 (Recovery Act).
.03 This alert concentrates on issues related to audits performed in accordance with Government Auditing Standards and Circular A-133, collectively
referred to as a single audit. If you are performing a financial statement audit of a state, local government, or not-for-profit entity, you may refer to the
following alerts:

r
r
r

Audit Risk Alert State and Local Governmental Developments—
2010 (product no. 0224310)
Audit Risk Alert Not-for-Profit Entities Industry Developments—
2010 (product no. 0224210)
Audit Risk Alert Health Care Industry Developments—2010 (product no. 0223410)

.04 These alerts can be obtained by calling the AICPA at (888) 777-7077
or visiting www.cpa2biz.com.

Audit Risk—Audits in Accordance With Circular A-133
.05 The financial statement audit required by Circular A-133 is performed
in accordance with Government Auditing Standards, which incorporates the
field work and reporting standards of generally accepted auditing standards
(GAAS). Under GAAS, it is essential that the auditor understand the meaning
of audit risk and the interaction of audit risk with the objective of obtaining
sufficient appropriate audit evidence. In AU section 312, Audit Risk and Materiality in Conducting an Audit (AICPA, Professional Standards, vol. 1), audit risk
is broadly defined as the risk that the auditor may unknowingly fail to appropriately modify his or her opinion on financial statements that are materially
misstated. At the account balance, class of transactions, relevant assertion, or
disclosure level, audit risk consists of (a) the risks (both inherent risk and control risk) that the relevant assertions related to balances, classes, or disclosures
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contain misstatements (whether caused by error or fraud) that could be material to the financial statements when aggregated with misstatements in other
relevant assertions related to balances, classes, or disclosures and (b) the risk
(detection risk) that the auditor will not detect such misstatements.
.06 The auditor's combined assessment of inherent risk and control risk is
described as the risks of material misstatement. The auditor should use information gathered by performing risk assessment procedures, including the audit
evidence obtained in evaluating the design of controls and determining whether
they have been implemented, as audit evidence to support the risk assessment
in the financial statement audit. The auditor should use the risk assessment
to determine the nature, timing, and extent of further audit procedures to be
performed.
.07 As set forth in paragraph .12 of AU section 312, the auditor may reduce audit risk by determining overall responses and designing the nature,
timing, and extent of further audit procedures. Furthermore, paragraph .19 of
AU section 312 explains that the auditor should seek to reduce audit risk at
the individual balance, class, or disclosure level in such a way that will enable
the auditor to express an opinion on the financial statements as a whole at an
appropriately low level of audit risk.

Audit Risk of Noncompliance in a Circular A-133
Compliance Audit
.08 Similar to the financial statement audit, it is essential that the auditor understand audit risk of noncompliance and the interaction of that risk
with the objective of obtaining sufficient appropriate audit evidence when it
comes to the compliance audit portion of a single audit. The recently issued
Statement on Auditing Standards (SAS) No. 117, Compliance Audits (AICPA,
Professional Standards, vol. 1, AU sec. 801), which applies to a Circular A-133
compliance audit, clarifies that the guidance in AU section 312 applies to a
compliance audit. SAS No. 117 defines the audit risk of noncompliance as the
risk that the auditor expresses an inappropriate audit opinion on the entity's
compliance when material noncompliance exists. It goes on to state that audit
risk of noncompliance is a function of the risks of material noncompliance and
detection risk of noncompliance. Refer to the "SAS No. 117" section of this alert
for a discussion of SAS No. 117 and its impact on a Circular A-133 compliance
audit.

Risks of Material Noncompliance
.09 The risks of material noncompliance consist of inherent risk of noncompliance and control risk of noncompliance. For the purposes of a single audit
and the auditor's opinion on compliance, these risk components are defined as
follows:
Inherent risk of noncompliance. The susceptibility of a major program's compliance requirements to noncompliance that could be material, either individually or when aggregated with other instances of
noncompliance.
Control risk of noncompliance. The risk that noncompliance with a compliance requirement that could occur in a major program and that could
be material, either individually or when aggregated with other instances
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of noncompliance, will not be prevented, or detected and corrected, on a
timely basis by the entity's internal control over compliance.

Detection Risk of Noncompliance
.10 Detection risk of noncompliance is managed by the auditor's response
to the risks of material noncompliance. It is defined as follows:
Detection risk of noncompliance. The risk that the procedures performed by
the auditor to reduce audit risk of noncompliance to an acceptably low level
will not detect noncompliance that exists and that could be material, either
individually or when aggregated with other instances of noncompliance.
.11 Section 510(a)(2) of Circular A-133 notes that the determination of
whether noncompliance with the provisions of laws, regulations, contracts, or
grant agreements is material for the purpose of reporting an audit finding is
in relation to a type of compliance requirement for a major program or an
audit objective identified in the OMB Circular A-133 compliance supplement.
Therefore, audit risk of noncompliance would be assessed using this guidance.

Understanding the Entity and Its Environment and
Assessing the Risks of Material Noncompliance
.12 SAS No. 117 also clarifies that much of AU section 314, Understanding
the Entity and Its Environment and Assessing the Risks of Material Misstatement (AICPA, Professional Standards, vol. 1), should be adapted and applied
to a compliance audit. AU section 314 establishes requirements and provides
guidance about implementing the second standard of field work, as follows:
"The auditor must obtain a sufficient understanding of the entity and its environment, including its internal control, to assess the risks of material misstatement of the financial statements whether due to error or fraud, and to design the nature, timing, and extent of further audit procedures." In accordance
with paragraph .04 of AU section 314, the auditor's primary consideration is
whether the understanding that has been obtained is sufficient to assess risks of
material misstatement of the financial statements and to design and perform
further audit procedures. In adapting AU section 314 to a compliance audit,
the guidance relates to assessing the risks of material noncompliance. The following paragraphs provide a discussion of risk assessment, as found in both
AU section 314 and SAS No. 117, as adapted for a Circular A-133 compliance
audit.
.13 In a Circular A-133 compliance audit, for each major program and
direct and material compliance requirement, the auditor should perform risk
assessment procedures to obtain a sufficient understanding of the direct and
material compliance requirements and the entity's internal control over compliance with those compliance requirements. The auditor should assess the risks
of material noncompliance whether due to fraud or error for each direct and
material compliance requirement for each major program.
.14 Furthermore, Circular A-133 adds requirements to plan the audit to
support a low assessed level of control risk of noncompliance, to perform related procedures and testing, and to report on internal control over compliance.
Therefore, in assessing risks in a Circular A-133 compliance audit, an auditor
should perform procedures to obtain an understanding of internal control over
compliance for federal programs that is sufficient to plan the audit to support a
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low assessed level of control risk of noncompliance for major programs. In order
to do this, an understanding is needed of which of the 14 types of compliance requirements identified in the compliance supplement have a direct and material
effect on each major program. Once the auditor has identified those compliance
requirements that have a direct and material effect on each major program,
the understanding of those direct and material compliance requirements will
determine the types of controls the auditor needs to consider in assessing risk.
.15 In order to identify the controls relevant to the direct and material
compliance requirements, the auditor should obtain an understanding of the
five components of internal control in relation to the direct and material compliance requirements for each major program. The five components of internal
control in AU section 314 are based on the definition and description of internal control contained in Internal Control—Integrated Framework, published
by the Committee of Sponsoring Organizations of the Treadway Commission,
and consist of the control environment, risk assessment, information and communications, control activities, and monitoring. Obtaining an understanding
of internal control involves evaluating the design of a control and determining whether it has been implemented. Paragraphs .54–.56 of AU section 314
provide requirements and guidance related to obtaining an understanding of
internal control, which should be adapted and applied to the Circular A-133
compliance audit.
.16 As part of the Circular A-133 compliance audit, the auditor should
assess the risks of material noncompliance for each direct and material compliance requirement and should consider whether any of those risks are pervasive
to the entity's compliance because they may affect the entity's compliance with
many compliance requirements. Factors the auditor may consider in assessing
the risks of material noncompliance are as follows:

r
r
r
r
r
r
r

The complexity of the direct and material compliance requirements
The susceptibility of the direct and material compliance requirements to noncompliance
The length of time the entity has been subject to the direct and
material compliance requirements
The auditor's observations about how the entity has complied with
the direct and material compliance requirements in prior years
The potential effect on the entity of noncompliance with the direct
and material compliance requirements
The degree of judgment involved in adhering to the compliance
requirements
The auditor's assessment of the risks of material misstatement in
the financial statement audit

.17 In response to the assessed risks of material noncompliance, the auditor should design and perform further audit procedures, including tests of
details (which may include tests of transactions), to obtain sufficient appropriate audit evidence about the entity's compliance with each of the direct
and material compliance requirements. Risk assessment procedures, tests of
controls, and analytical procedures alone are not sufficient to address a risk
of material noncompliance. Paragraphs .04–.06 of AU section 318, Performing
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Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence Obtained (AICPA, Professional Standards, vol. 1), provide guidance that
should be adapted when developing an overall response to the risks of material
noncompliance.

Economic and Industry Developments
The Current Economy and Its Effect on Single Audits
.18 When planning and performing an audit engagement, an auditor
should understand the specific economic conditions facing the entity. Economic
activities relating to factors such as interest rates, availability of credit, overall economic expansion or contraction, inflation, and labor market conditions
may have an effect on the entity. The Audit Risk Alerts State and Local Governmental Developments—2010 (product no. 0224310), Not-for-Profit Entities
Industry Developments—2010 (product no. 0224210), and Health Care Industry Developments—2010 (product no. 0223410) further discuss the state of the
economy and the potential impact on financial statement audits of governmental, not-for-profit, and other entities receiving governmental funding.
.19 Like many other industries, states, local governments, and not-forprofit entities have struggled as a result of the tough economy. The good news
is that in recent months, there have been some indicators of the beginnings of
economic improvement. However, many key economic indicators, such as unemployment, are still very high. Although it may appear at first glance that the
recent turmoil in the economy does not have a direct impact on entities receiving
federal funds, the auditor should consider some potential effects. For example,
an entity's overall operations may be affected by the economic downturn, which,
in turn, may lead to changes in the services provided by the entity, reductions
in staff levels, and changes in its administration of federal programs and its
related internal control over compliance. With lower staff levels, internal controls are at risk because policies and procedures may not be followed. Therefore,
when assessing the risks related to the audit, the effect of the current economic
situation is a consideration for the auditor in planning and performing a single
audit.
.20 The economic downturn also adds risk because the potential for fraud,
waste, and abuse rises dramatically, especially for recipients of Recovery Act
funding. (Refer to the "Recovery Act—Single Audit Issues and Developments"
section of this alert for more information about such funding.) The infusion of
federal funds connected to the Recovery Act adds complexity in compliance with
many of its provisions, further straining resources. To assist with increased responsibilities associated with the Recovery Act, some governments and other
recipients have hired temporary staff to avoid having to later reduce the permanent workforce once the Recovery Act's funds are no longer available. Temporary workforces may not have the same sense of responsibility or understanding
of compliance and other requirements, further adding to risk.

The Recovery Act
Recovery Act—Single Audit Issues and Developments
.21 The Recovery Act was enacted on February 17, 2009, to help stimulate
the United States economy by creating new jobs, as well as saving existing ones,
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and investing in projects that will provide long term economic benefits. Estimates show that the Recovery Act's combined spending and tax provisions will
cost $787 billion over 10 years, with approximately $224 billion allocated to entitlements; $275 billion allocated to contracts, grants, and loans; and $288 billion
provided in tax benefits. Funds are being provided directly to federal agencies
and also distributed to states, localities, other entities, and individuals through
a combination of formula and competitive grants and direct assistance. On the
federal side, the OMB is responsible for developing government-wide guidance
for carrying out programs and for activities enacted in the Recovery Act to assist
in accountability of Recovery Act funds, although each federal agency providing Recovery Act funds to recipients may also issue its own agency-specific
guidance.

Auditee Considerations of Recovery Act Funds
.22 As mentioned previously, Recovery Act funds are being paid out over
a number of years. The Recovery.gov website (www.recovery.gov/Pages/home.
aspx) reported that approximately $304 billion of the $787 billion had been paid
out as of mid-March 2010. At that date, approximately $86 billion of the $288
billion allocated to contracts, grants, and loans had been paid out. Furthermore,
it is expected that the largest outlay of Recovery Act funds will occur in 2010
and 2011, with a decreasing amount paid out between 2012 and 2016. These
figures indicate that over the next several years, the expenditure of Recovery
Act funds will be a major factor in a recipient's single audit.
.23 Recipients and subrecipients of Recovery Act funds are subject to significant additional compliance requirements. Due to this, when accepting Recovery Act funds, it is important that it be done with a full understanding of
what will be required from a compliance perspective. Appointing one individual
to be responsible for the numerous requirements associated with Recovery Act
funds and to communicate those requirements to others within the organization will assist the recipient in complying with the requirements on a timely
basis.
.24 One significant requirement is that Recovery Act funds are to be segregated and tracked separately from non-Recovery Act funds, and the segregation
will have to carry through to the Schedule of Expenditure of Federal Awards
(SEFA) and the Data Collection Form. Therefore, because some Recovery Act
funds are being paid out under existing Catalog of Federal Domestic Assistance
(CFDA) numbers, the recipient's accounting system will need to be able to track
numerous streams of funding, in some cases within the same program.
.25 Another additional compliance requirement relates to the reporting
of expenditures of Recovery Act funds by recipients and certain subrecipients.
Significant ongoing reporting responsibilities required by section 1512 of the
Recovery Act (section 1512 reporting) exist for primary recipients and firsttier subrecipients who receive Recovery Act funds. (First-tier subrecipients are
those who receive an award directly from a recipient who received the award
directly from the federal government.) Standard data elements that are required to be reported have been established by the OMB. Recipient section
1512 reporting is due within 10 days of each calendar quarter, beginning with
the September 30, 2009, quarter-end, although there is a subsequent period of
time for the submitted information to be reviewed and corrected if deemed
necessary. It is important for recipients to provide accurate and timely reports of Recovery Act expenditures. In order to do this, the recipient should
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have a good understanding of the section 1512 reporting requirements for
the funds received and an accounting system that can accommodate these
requirements.

Audit Considerations of Recovery Act Funds
.26 One challenge for auditors performing single audits of entities with
Recovery Act funds continues to be keeping up with and understanding the various sources of requirements and guidance that are being issued on an ongoing
basis. In addition to the Recovery Act itself, auditors need to be familiar with
the implementation and audit guidance that has been issued by the federal
government, as well as what will be issued in the future. The guidance issued
is targeted at various stakeholders (for example, federal awarding agencies,
award recipients, and auditors), and in many cases, one piece of issued guidance will affect more than one of these stakeholders. Since September 2009,
and as of the date of this alert, the following memorandums have been issued
by the OMB:

r
r
r
r
r
r

M-10-17, Holding Recipients Accountable for Reporting Compliance under the American Recovery and Reinvestment Act (May 4,
2010)
M-10-14, Updated Guidance on the American Recovery and Reinvestment Act (March 22, 2010)
M-10-08, Updated Guidance on the American Recovery and Reinvestment Act—Data Quality, Non-Reporting Recipients, and Reporting of Job Estimates (December 18, 2009)
M-10-05, Improving Compliance in Recovery Act Recipient Reporting (November 30, 2009)
M-10-03, Payments to State Grantees for their Administrative
Costs for Recovery Act Funding—Alternative Allocation Methodologies (October 13, 2009)
M-09-30, Improving Recovery Act Recipient Reporting (September
11, 2009)

.27 In addition to the more recently issued memorandums previously
listed, several other pieces of OMB guidance are of particular continuing interest to auditors. They include the following:

r
r
r

M-09-15, Updated Implementing Guidance for the American Recovery and Reinvestment Act of 2009 (issued April 3, 2009)
M-09-10, Initial Implementing Guidance for the American Recovery and Reinvestment Act of 2009 (issued February 18, 2009)
Frequently Asked Questions (updated regularly to address frequently asked questions [FAQs] related to the OMB memorandums issued to date)

.28 All of the preceding guidance can be accessed on the OMB website at
www.whitehouse.gov/omb/recovery_default/.
.29 The other key mechanism that the OMB is using to notify auditors
of entities with expenditures of Recovery Act funds of additional compliance
requirements and auditor guidance is the compliance supplement and any
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subsequently issued addendums to the compliance supplement. Refer to the
"OMB Developments" section of this alert for the status of the 2010 compliance
supplement and the important Recovery Act guidance that is expected to be
included in it.
.30 Another key auditor consideration for 2010 is that the 2010 compliance supplement indicates that the expenditure of Recovery Act funds will have
an impact on program risk assessment. Therefore, the auditor's major program
determination is affected. Generally, under the new 2010 guidance, identifying
a Type A program with Recovery Act expenditures as low risk will be an exception and not the rule in most situations. Refer to the "OMB Developments"
section of this alert for further discussion of the compliance supplement's guidance in this area, as well as non-Recovery Act-related changes made by the
2010 compliance supplement.

Oversight of Recovery Act Funding
.31 The Recovery Act delineates an important set of responsibilities for
the accountability community. The inspectors general across government are
expected to audit the programs, grants, and projects funded under the Recovery
Act, both within their particular agency or department and collectively. The
inspectors general are also charged with performing quality control reviews
(QCRs) of single audits performed on recipients that have expended Recovery
Act funds. These reviews are expected for 2010 and 2011 single audits, and the
results of the QCRs are likely to be made public in some way, perhaps through
Recovery.gov. Further, to address the collective oversight at the federal level,
the Recovery Act established the Recovery Accountability and Transparency
Board to help prevent waste, fraud, and abuse.
.32 In addition, the Recovery Act requires the U.S. Government Accountability Office (GAO) to play an important role in promoting the accountability and transparency of Recovery Act funds. These responsibilities include conducting bimonthly reviews on how funds are used by selected states
and localities and reviewing specific areas of funding. In addition, the GAO
is responsible for reviewing quarterly reports filed by those recipients and,
in consultation with the Congressional Budget Office, commenting on fund
recipients' report estimates of the number of jobs created and retained by
projects and activities supported by Recovery Act funds. GAO oversight information and results of recipient reporting can be found on the GAO's website
at www.gao.gov/recovery/. In addition, GAO findings can be found on the Recovery.gov website at www.recovery.gov/Accountability/Pages/GAOFindings.aspx.

OMB Pilot Project and Early Communication of Significant
Deficiencies and Material Weaknesses
.33 In 2009, the OMB established a pilot project, which was a collaborative effort between volunteer nonfederal entities expending Recovery Act funds
(auditees that were primarily state governments) and the auditors performing compliance audits of those auditees. For auditees that volunteered, the
pilot project required their auditors to issue to management an early written
communication of significant deficiencies and material weaknesses in internal
control over compliance at an interim date prior to the completion of the Circular A-133 compliance audit. The communication was based on internal control
work performed on specified compliance requirements for two major programs
with Recovery Act expenditures chosen from a list of pilot project programs.
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The communication was required to be submitted by management to the cognizant agency for audit. At the time of this alert, the OMB had not yet announced whether they would repeat the pilot project for 2010.
.34 Furthermore, the OMB has previously encouraged all auditors (even
those not part of the pilot project) to communicate to management and those
charged with governance, on a timely basis prior to the end of the audit, identified control deficiencies related to Recovery Act funding that are, or are likely
to be, significant deficiencies or material weaknesses in internal control over
compliance.
.35 The AICPA has developed guidance, in the form of auditing interpretations, related to early communication of deficiencies for the auditors of those
entities that participated in the pilot project, as well as those that voluntarily
wish to receive early communication of deficiencies related to Recovery Act expenditures. See the "New Auditing Interpretations of AU Section 325" section
of this alert for more information about the interpretations.
Help Desk—The Governmental Audit Quality Center (GAQC) has
established the GAQC Recovery Act Resource Center, which is intended to provide the latest Recovery Act information of interest to
auditors in a one stop repository location. For more information, go
to the "Resources" section of the GAQC website at www.aicpa.org/
InterestAreas/GovernmentalAuditQuality/Resources/RecoveryAct
ResourceCenter/Pages/default.aspx.

Legislative and Regulatory Developments
OMB Developments
OMB Clarification Regarding SAS No. 115
.36 On March 11, 2010, the OMB issued a statement in the introductory
section of the electronic version of Circular A-133 on the OMB website to clarify
that the terms significant deficiency and material weakness included in the
circular are to be used as defined in GAAS and Government Auditing Standards.
.37 Due to the clarification, the required Circular A-133 auditor reporting
should be updated to reflect the requirements of SAS No. 115, Communicating
Internal Control Related Matters Identified in an Audit, (AICPA, Professional
Standards, vol. 1, AU sec. 325). Examples of the updated reports reflecting
SAS No. 115 are now available in the "Resources" section of the GAQC website at www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/
IllustrativeAuditorsReports/Pages/default.aspx and in the 2010 edition of the
Audit Guide Government Auditing Standards and Circular A-133 Audits. (See
also the "Adapting SAS No. 115 to a Circular A-133 Compliance Audit" section
of this alert.)

OMB Compliance Supplement Update
.38 The compliance supplement, issued annually by the OMB, is one of the
most important pieces of guidance used by an auditor in a single audit. The supplement identifies the compliance requirements that the federal government
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expects to be considered as part of an audit required by the Single Audit Act.
For the programs it includes, the compliance supplement provides a source of
information for auditors to understand the federal program's objectives, procedures, and compliance requirements relevant to the audit, as well as audit
objectives and suggested audit procedures for determining compliance with
these requirements.
.39 Each year, agency program information and compliance requirements
are updated, as necessary, to keep the compliance supplement current. As noted
in the "The Recovery Act" section of this alert, the compliance supplement is
also a key mechanism that the OMB is using to notify auditors of entities with
expenditures of Recovery Act funds of additional compliance requirements and
related auditor guidance.
.40 The 2010 compliance supplement is effective for audits of fiscal years
beginning after June 30, 2009, and supersedes the 2009 compliance supplement.

Identifying Recovery Act and Other Changes in the Supplement
.41 The 2010 compliance supplement includes the normal types of changes
made by the OMB each year (for example, new, revised, and deleted programs).
A few items of note are the following:

r
r
r
r

Guidance from the OMB Circular A-133 Compliance Supplement
Addendum #1 is incorporated into the applicable parts of Part 3,
"Compliance Requirements."
Part 3 for the reporting type of compliance requirement includes
auditor procedures on section 1512 reporting filed by auditees.
The OMB makes clear that the jobs information in the section
1512 reporting is not part of the auditor procedures.
Part 4, "Agency Program Requirements—Introduction," includes
normal programmatic changes.
Part 5, "Clusters of Programs," is updated.

.42 Appendix V, "List of Changes for the 2010 Compliance Supplement," of
the supplement is a key piece of information to help the auditor identify all the
changes the OMB has made to the supplement. Because there are numerous
changes to many programs listed, it is important for auditors to review the most
current compliance supplement as part of audit planning. Further, as of the date
of this alert, it was unclear whether the OMB would be issuing an addendum
to the 2010 compliance supplement (similar to the addendum it issued to the
2009 compliance supplement). Auditors should be alert to the possibility of an
addendum and watch the OMB website, as well as the GAQC Recovery Act
Resource Center for future updates.
.43 Additionally, the 2010 compliance supplement contains a number
of significant Recovery Act and non-Recovery Act-related changes that could
change the scope of the single audit. Appendix VII, "Other OMB Circular A133 Advisories," is a key place to look for this guidance. Much of the existing
guidance from the 2009 compliance supplement and its related addendum were
incorporated into various places in the 2010 compliance supplement. In some
cases, that guidance was carried forward verbatim and in others it was changed.
See the following for a description of the key non-Recovery Act-related changes,
the key Recovery Act-related changes, and what auditors should do if they are
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performing a prior year single audit in light of the issuance of the 2010 compliance supplement.

Non-Recovery Act-Related Changes to the Compliance Supplement
.44 Safe harbor for treatment of a large loan and loan guarantee program in Type A program determination. Appendix VII of the 2010 compliance
supplement provides updated guidance related to the following provision from
Circular A-133:
The inclusion of large loan and loan guarantees (loans) should not result in the exclusion of other programs as Type A programs. When a
federal program providing loans significantly affects the number or
size of Type A programs, the auditor shall consider this Federal program as a Type A program and exclude its values in determining other
Type A programs.
.45 This updated guidance, as found in section IV, "Safe Harbor for Treatment of a Large Loan and Loan Guarantee Programs in Type A Program Determination," of appendix VII, states that in order to promote consistency of
practice, auditors may consider the following as a safe harbor for treatment
of large loans and loan guarantee programs in determining Type A programs
when planning audits:

r

r
r

Each individual program that includes loans or loan guarantees
(as described in Section .205(b) of Circular A-133) that does not
exceed four times the largest nonloan program (a cluster of programs is treated as one program) is not considered to be large. The
presumption is that only changes in the number or size of Type
A programs that result from the exclusion of individual loan and
loan guarantee programs that are in excess of four times that of
the largest nonloan program are significant.
Auditors are only required to perform the recalculation of the Type
A threshold described in Section .520(b)(3) of Circular A-133 when
the expenditures for a loan or loan guarantee program are more
than four times that of the largest nonloan program (a cluster of
programs is treated as one program).
The recalculation is performed after removing the total of all large
loan and loan guarantee programs.

.46 In addition, this section of appendix VII includes several examples
that auditors may review to better understand the concepts around this new
provision. Additionally, the archived GAQC member event referred to in the following Help Desk box, which is open to the public, includes a presenter walking
participants through several additional examples of this new concept.
.47 Elimination of granting extensions. Appendix VII also reiterates guidance that the OMB separately issued to the federal agencies. It states that
federal agencies should not grant any single audit submission extension requests to grantees for fiscal years 2009–11. Federal agencies have either already
adopted or are in the process of adopting this policy.
.48 Clarification of Low Risk Auditee Criteria. Appendix VII again reiterates guidance previously provided to the federal agencies by stating that
beginning with audits covered by the 2010 compliance supplement, auditees
will meet the criteria for a low risk auditee only if the prior two years' audits
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have met the requirements of OMB Circular A-133, including report submission to the Federal Audit Clearinghouse (FAC) by the due date (based on the
nine-month due date criteria or other revised due date if a properly approved
extension was received from the cognizant or oversight agency). The compliance supplement also contains steps the auditor may consider in determining
whether the auditee met the FAC submission due date to assist the auditor in
determining whether the auditee meets the low risk criteria.

Recovery Act-Related Changes to the Compliance Supplement
.49 Recovery Act major program determination—clusters (excluding student financial aid [SFA] and research and development [R&D]). Guidance is
provided for the effect on major program determination for clusters (excluding
SFA and R&D) when a new Recovery Act CFDA number has been added in
the current year that also has expenditures. The guidance provided is that the
cluster should be considered a new program and would not qualify as a low risk
Type A program.
.50 Recovery Act major program determination—Type A programs with
Recovery Act expenditures (excluding SFA). Appendix VII states that any program or cluster with expenditures of Recovery Act awards would not qualify as
a low risk Type A program unless all of the following conditions are met:

r
r
r
r

The program or cluster had Recovery Act expenditures in the prior
audit period.
The program or cluster was audited as a major program in the
prior audit period.
The Recovery Act expenditures in the current audit period are less
than 20 percent of the total program or cluster expenditures.
The auditor has followed Sections .520(c) and .525 of Circular A133 and determined that the program or cluster is otherwise low
risk.

.51 The archived GAQC Web event referred to in the following Help Desk
box provides step-by-step examples with a presenter walking you through the
concepts.
.52 SFA cluster. With regard to SFA, guidance is provided in Section IV,
"Other Information," of Part 5-3, "Student Financial Assistance Programs." It
states that due to the way disbursements were made for SFA (without a separate identification of the Recovery Act portions to auditees), it is not possible
for auditees to separately report Recovery Act expenditures for these programs
in their SEFA. Additionally, it states that the provisions of Appendix VII do not
apply to the SFA cluster. Therefore, even if an auditee has an SFA cluster with
Recovery Act fund expenditures, the auditor should consider it just like he or
she has always done for major program determination purposes.
.53 Type B programs. Appendix VII states that the auditor should consider all Type B programs and clusters with Recovery Act expenditures to be
programs of higher risk. The presumption is that Type B programs or clusters
with Recovery Act expenditures would be audited as a major program when
applying the provisions of Section .520(e)(2) of Circular A-133. However, the
2010 compliance supplement does note that the auditor is not precluded from
auditing as a major program an especially risky Type B program or cluster that
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does not contain Recovery Act expenditures, in lieu of a Type B program with
Recovery Act expenditures.

Appropriate Guidance When Performing a Prior Year Single Audit
.54 Each year's compliance supplement includes an effective date. When
performing a single audit of a prior period, the auditor should use the version
of the compliance supplement that was in effect during the time period being
audited. Therefore, if an auditor is auditing a period for which the 2009 compliance supplement was effective, the following guidance should be consulted
by the auditor:

r
r
r

The 2009 compliance supplement, including appendix VII
OMB Circular A-133 Compliance Supplement Addendum #1 to
the 2009 compliance supplement issued in June 2009
GAQC Alert #123, which provides clarifying guidance from
the OMB through the GAQC (for audits for which the 2009
compliance supplement was effective) that relates to program
risk considerations when one CFDA number is being used for
both Recovery Act funds and non-Recovery Act funds. GAQC
Alert #123 has been left open to the public and can be accessed on
the GAQC Recovery Act Resource Center at www.aicpa.org/
Publications/Newsletters/GAQCAlert/2009/Pages/GAQC%
20Alert%20No.%20123.aspx.

Help Desk—For more information on changes to the current year's compliance supplement, see the webcast, which is open to the public and
available at www.aicpa.org/InterestAreas/GovernmentalAuditQuality/
Resources/RecoveryActResourceCenter/Pages/default.aspx. The current year's compliance supplement is available at www.whitehouse.gov/
omb/grants_circulars/

FAC
.55 FAC operates on behalf of the OMB to

r
r
r
r

disseminate audit information to federal agencies and the public.
support OMB oversight and the assessment of federal awards audit requirements.
assist federal cognizant and oversight agencies in obtaining OMB
Circular A-133 data and reporting packages.
help auditors and auditees minimize the reporting burden of complying with Circular A-133.

.56 The auditee should submit to FAC a single audit reporting package
that consists of the entity's financial statements and schedule of expenditures
of federal awards, summary schedule of prior audit findings, auditor's reports,
and corrective action plan. In addition, Circular A-133 requires the auditee to
submit a data collection form (Form SF-SAC) that provides information about
the auditee, its federal programs, and the results of the audit. The auditor
also is required to complete certain sections of the data collection form and
electronically certify an auditor statement provided on the form. These items
are submitted electronically via FAC's Internet Data Entry System and are due
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by the earlier date of either 30 days after receipt of the auditor's report(s) or 9
months after the end of the fiscal year-end date, unless a longer period is agreed
to in advance by the cognizant or oversight agency for audit.
.57 FAC's website has a link on its home page to FAQs, which is an additional resource related to submissions to FAC that is updated periodically to
provide current information to both auditors and auditees. For more information, go to http://harvester.census.gov/sac/.
.58 FAC has recently issued a new version of Form SF-SAC. The revised
form replaces the current form for audit periods ending in 2010 and will also
be used for audit periods ending in 2011 and 2012. The primary changes are
the addition of a new data element to Part III to identify Recovery Act expenditures and an update to control deficiency terminology to be consistent with
SAS No. 115.

Department of Housing and Urban
Development Update
.59 Over the last several years, the Department of Housing and Urban
Development (HUD) has been updating the Consolidated Audit Guide for Audits of HUD Programs (HUD audit guide) on a chapter-by-chapter basis. This
update is still in progress, with chapters 1 and 2 under revision at the time
of this writing. Once all individual chapters are revised, they will be consolidated into a revised HUD audit guide that will be reissued. Until such time,
the revised chapters replace the original chapters on the effective dates listed
subsequently.
.60 Although no new chapter updates have been issued since the last alert,
updates to examples B and B-1 in chapter 2 were issued in January 2010. These
report examples have been updated for SAS No. 115. In addition, example B-2
has been added to illustrate how auditors would report when they identify
both material weaknesses and significant deficiencies. Because SAS No. 115
is effective for audits of financial statements for periods ending on or after
December 15, 2009, these report examples are effective immediately.

Consolidated Audit Guide for
Audits of HUD
Programs Chapter

Date Change
Was Issued

Change Effective for
Audits With Fiscal
Years Ending
On or After

Chapter 2, "Reporting
Requirements and Sample
Reports," example B, "No
Material Weaknesses, No
Significant Deficiencies
Identified "

January 22, 2010

December 31, 2009

Chapter 2 example B-1,
"Significant Deficiencies Were
Identified—No Material
Weaknesses Identified"

January 22, 2010

December 31, 2009
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Consolidated Audit Guide
for Audits of HUD
Programs Chapter

Date Change
Was Issued

Change Effective for
Audits With Fiscal
Years Ending
On or After

Chapter 2 example B-2,
"Material Weaknesses and
Significant Deficiencies
Were Identified"

January 22, 2010

December 31, 2009

Chapter 3, "HUD
Multifamily Housing
Programs"

July 21, 2008

December 31, 2008

Chapter 4, "HUD
Multifamily Hospital
Program"

July 21, 2008

Effective upon
issuance

Chapter 5, "Insured
Development Cost
Certification Audit
Guidance"

March 23, 2007

June 30, 2007

Chapter 6, "Ginnie Mae
Issuers of Mortgage-Backed
Securities Audit Guidance"

January 30, 2009

October 1, 2008

Chapter 7, "HUD-Approved
Title II Nonsupervised
Mortgagees and Loan
Correspondents Audit
Guidance"

April 27, 2007

June 30, 2007

Chapter 8, "HUD-Approved
Title I Nonsupervised
Lenders and Loan
Correspondents Audit
Guidance"

September 1, 2006

December 31, 2006

Appendix, "HUD-OIG
Regional Inspectors General
for Audit"

March 2007

March 2007

.61 To ensure that relevant and the most recent audit guidance is being used, auditors should periodically check HUD's website at www.hud.gov/
offices/oig/reports/auditguide/.
.62 The GAQC's website provides updates on various HUD-related issues, including revisions to the HUD audit guide, on its HUD information
page in the "Resources" section of its website at www.aicpa.org/InterestAreas/
GovernmentalAuditQuality/Resources/HUDInformation/Pages/default.aspx.

Audit and Attestation Issues and Developments
SAS No. 117
.63 In December 2009, the Auditing Standards Board (ASB) issued SAS
No. 117. This SAS is the first one to be issued using the clarity format; hence,
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its format is different from previously issued SASs. See the information related
to the ASB Clarity Project in the "Auditing and Attestation Pipeline" section
of this alert for more information about the clarity project. SAS No. 117 is also
very important for auditors performing single audits because it applies to the
compliance portion of those audits. The guidance is effective for compliance
audits for fiscal periods ending on or after June 15, 2010, with early application
permitted.
.64 SAS No. 117 establishes standards and provides guidance on performing and reporting on an audit of an entity's compliance with applicable compliance requirements of a governmental audit requirement. SAS No. 117 was
primarily developed in response to the results of the federal study (also referred
to as the PCIE report) on the quality of audits performed under Circular A-133,
which showed that improvements were needed in many areas. SAS No. 117
updates SAS No. 74, Compliance Auditing Considerations in Audits of Governmental Entities and Recipients of Governmental Financial Assistance (AICPA,
Professional Standards, vol. 1, AU sec. 801A), to reflect changes in the compliance audit environment.
.65 SAS No. 117 is applicable for compliance audits when an auditor is
engaged, or required by law or regulation, to perform a compliance audit in
accordance with all of the following:

r
r
r

GAAS
The standards for financial audits under Government Auditing
Standards
A governmental audit requirement that requires an auditor to
express an opinion on compliance (for example, a compliance audit
performed under Circular A-133)

.66 Compliance audits are usually performed in conjunction with a financial statement audit (an example is the financial statement audit performed
under Government Auditing Standards as part of a single audit). However, note
that paragraph .02 of SAS No. 117 states that the guidance in SAS No. 117 does
not apply to the financial statement audit component of the engagement. Also,
SAS No. 117 is not applicable when a governmental audit requirement calls
for an examination of an entity's compliance with specified requirements or
an examination of an entity's internal control over compliance in accordance
with Statements on Standards for Attestation Engagements. In this case, AT
section 601, Compliance Attestation (AICPA, Professional Standards, vol. 1), is
applicable to the engagement.
.67 SAS No. 117 states that a compliance audit is based on the premise
that management is responsible for the entity's compliance with compliance
requirements. This responsibility includes the following:

r
r
r
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Taking corrective action when instances of noncompliance are
identified, including corrective action on audit findings of the compliance audit

.68 The auditor's objectives in the compliance audit portion of a single
audit are to

r

r

obtain sufficient appropriate audit evidence to form an opinion
and report at the level specified in the governmental audit requirement (for example, Circular A-133 in a single audit) on whether the
entity complied in all material respects with the applicable compliance requirements. Note that SAS No. 117 defines applicable
compliance requirements as the compliance requirements that are
subject to the compliance audit, which in the case of a single audit,
are the direct and material types of compliance requirements.
identify audit and reporting requirements specified in the governmental audit requirement (for example, Circular A-133) that are
supplemental to GAAS and Government Auditing Standards and
perform procedures to address those requirements.

.69 In addition to the guidance discussed in this section of the alert, SAS
No. 117 contains other guidance, including the following topics:

r
r
r
r
r
r
r
r

Performing risk assessment procedures
Assessing the risks of material noncompliance
Performing further audit procedures in response to assessed risks
Written representations
Subsequent events
Evaluating the sufficiency and appropriateness of the audit evidence and forming an opinion
Reporting
Documentation

(See the "Understanding the Entity and Its Environment and Assessing the
Risks of Material Noncompliance" section of this alert for a discussion of assessing the risks of material noncompliance in a Circular A-133 compliance
audit.)
.70 When implementing the provisions of SAS No. 117 for a single audit, it
is important to remember that Government Auditing Standards and Circular
A-133 (the governmental audit requirement) contain certain standards and
requirements that are supplemental to those in GAAS and that will need to be
addressed in the compliance audit.

Adapting and Applying AU Sections to a Compliance Audit
.71 SAS No. 117 addresses the application of GAAS to a compliance audit
and states that the auditor, using professional judgment, should adapt and apply the AU sections to the objectives of the compliance audit. It also notes that all
AU sections are applicable to a compliance audit except for those identified as
not applicable to a compliance audit in the appendix of SAS No. 117. Some
AU sections can be adapted and applied to a compliance audit with relative
ease by simply replacing the word misstatement with the word noncompliance.
Other AU sections are more difficult to adapt and apply and need additional
modification. SAS No. 117 provides more specific guidance on how to apply
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certain AU sections that are not so easily adapted to a compliance audit. See
the "Understanding the Entity and Its Environment and Assessing the Risks
of Material Noncompliance" section of this alert for an example of how GAAS
may be adapted and applied to a compliance audit.
.72 However, in planning and performing a compliance audit, the auditor
is not required to make a literal translation of each procedure that might be
performed in a financial statement audit. The auditor is not expected to adapt or
apply all such procedures to a compliance audit, only those that, in the auditor's
professional judgment, are relevant and necessary to meet the objectives of the
compliance audit. In addition, the auditor is not expected to prepare specific
documentation of how AU sections were adapted and applied to the compliance
audit. The documentation of the audit strategy, audit plan, and work performed
cumulatively demonstrate whether the auditor has adapted and applied the
appropriate AU sections to the objectives of the compliance audit.
.73 As previously mentioned, the appendix of SAS No. 117 lists certain
AU sections that are not applicable to compliance audits. One reason an AU
section is considered not applicable is because the subject matter is specifically
covered in SAS No. 117. Also, an AU section is considered not applicable to
a compliance audit when the content is specific to the auditor's report on the
financial statements, or the AU section is not relevant to a compliance audit, and
when the procedures or guidance would not contribute to meeting the objectives
of a compliance audit.

For-Profit Circular A-133-Like Audit Requirements
.74 Certain federal agencies issue regulations and guidance requiring forprofit entities to have audits performed of their federal program expenditures.
Such for-profit audits have become more widespread due to the receipt of Recovery Act funding by for-profit entities, the additional compliance requirements
related to the Recovery Act funds, and the transparency provisions of the Recovery Act. The audit requirements provided by the federal agencies often are
similar to audits conducted under Circular A-133. In some cases, the regulations
and guidance may actually require an audit under Circular A-133. If you are
asked to perform such an audit, it is important to understand the requirements
and also to make sure that the procedures and audit reporting do not conflict
with professional standards. When engaged to perform such an audit, the auditor may consider contacting the federal agency that issued the requirement
with any questions related to the engagement. The federal agency's single audit
coordinator is a possible contact person for any such questions. Appendix III,
"Federal Agency Contacts for A-133 Audits," of the compliance supplement contains contact information for the single audit coordinators of a number of federal
agencies.
.75 When the audit is subject to Government Auditing Standards, it is
important to note that auditors will be subject to all of the additional audit
requirements in Government Auditing Standards, including those relating to
independence and continuing professional education (CPE).

Update on the Response to the PCIE Report
.76 As discussed in prior year alerts, the PCIE issued its PCIE report in
June 2007. The report raised significant concerns about the quality of single
audits. In response to the PCIE report, the AICPA formed seven task forces
to examine the PCIE report findings. The task forces began their work in
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October 2007, with their main goal being to develop enhanced or new guidance and practice aids in response to the detailed findings in the PCIE report.
The task forces have worked with the ASB, the OMB, and other federal agencies
to ensure that all relevant parties are involved in the development of practice
aids and guidance to improve the quality of single audits. As a result of the task
forces' efforts, modifications were made in the 2008, 2009, and 2010 editions of
the AICPA Audit Guide Government Auditing Standards and Circular A-133
Audits. In addition, some of the guidance developed by the task forces is available on the GAQC's website. A summary of each task force's activities and any
new or enhanced guidance follows.

SAS No. 74 Revisions
.77 The cornerstone of the AICPA's response to the audit quality deficiencies noted in the PCIE report was to revise SAS No. 74, which, until recently, had
been the compliance auditing standard that auditors followed when performing
a single audit. The work of the SAS No. 74 Revisions Task Force culminated
with the issuance of SAS No. 117 in December 2009. SAS No. 117 supersedes
SAS No. 74 and is effective for compliance audits for fiscal periods ending on
or after June 15, 2010. (See the "SAS No. 117" section of this alert for more
information about the guidance in SAS No. 117.) Additionally, this task force
has recently turned its attention to updating the Audit Guide Government Auditing Standards and Circular A-133 Audits for the effect of SAS No. 117 on a
Circular A-133 compliance audit. Consequently, the guidance in SAS No. 117
has been incorporated into the content of the 2010 Audit Guide Government Auditing Standards and Circular A-133 Audits, which is expected to be available
in August 2010.

Sampling and Materiality Issues in a Single Audit Environment
.78 As a result of the efforts of the Sampling/Materiality Issues in a Single
Audit Environment Task Force, chapter 11, "Audit Sampling Considerations of
Circular A-133 Compliance Audits," is included in the 2009 edition of the Audit
Guide Government Auditing Standards and Circular A-133 Audits. This chapter takes the sampling guidance in AU section 350, Audit Sampling (AICPA,
Professional Standards, vol. 1), and the AICPA Audit Guide Audit Sampling
and applies it to a Circular A-133 compliance audit, including a program-specific
audit performed under Circular A-133. The chapter is comprehensive and assists the auditor in designing an audit approach that includes audit sampling to
achieve both compliance and internal control over compliance audit objectives.
In addition to providing recommendations on the application of existing auditing standards when applying sampling in a compliance audit, the chapter also
provides suggested minimum sample sizes for tests of controls over compliance
and tests of compliance based on certain engagement-specific input. The GAQC
hosted a Web event titled "AICPA's New Guidance on Sampling in a Single Audit Environment," which is archived in the "Resources" section of the GAQC
website as an additional resource to assist GAQC members in understanding
the guidance.

SEFA Reporting Issues
.79 Previously, the SEFA Reporting Issues task force developed updated
and clarified guidance on the auditor's responsibilities for the SEFA in chapter 7, "Schedule of Expenditures of Federal Awards," of the 2008 edition of
the Audit Guide Government Auditing Standards and Circular A-133 Audits.
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The task force also developed two auditor tools that have been added as an appendix to chapter 7 of the 2009 edition of the Audit Guide Government Auditing
Standards and Circular A-133 Audits. Appendix B, "Schedule of Expenditures
of Federal Awards Illustrative Tools," of chapter 7 contains two tools related to
the SEFA and developed for use by auditors:

r
r

Audit Program Supplement for the Schedule of Expenditures of
Federal Awards in Accordance With OMB Circular A-133
Disclosure Checklist: Schedule of Expenditures of Federal Awards
in Accordance With OMB Circular A-133

.80 The task force also updated the illustrative SEFAs that appear as appendix A, "Illustrative Schedules of Expenditures of Federal Awards," in chapter 7.
.81 Additionally, because the SEFA is an auditee responsibility, the task
force also developed the following two auditee illustrative tools:

r
r

Worksheet for Identifying Federal Program Information
Auditee Disclosure Checklist for the SEFA

.82 Although these auditee tools are not available in the Audit Guide
Government Auditing Standards and Circular A-133 Audits, they are available, along with the previously described auditor tools, on the GAQC's website
at www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/Audit
PracticeToolsAids/Pages/default.aspx.

Internal Control and Compliance Responsibilities
in a Single Audit Environment
.83 The Internal Control and Compliance Responsibilities in a Single Audit Environment Task Force has recently issued several illustrative audit tools
to assist the auditor in understanding the level of documentation needed in a
single audit when gaining an understanding of internal control over compliance
and testing compliance and internal control over compliance. The audit tools
include the following:

r

r

r
ARA-SGA .80

Major Program Risk Matrix. This tool provides a template to assist the auditor in assessing which of the 14 types of compliance
requirements will be tested for each major program. The template
also provides the auditor an opportunity to consolidate in one place
the assessments of the various risks associated with each type
of compliance requirement and references to audit documentation where the risk assessments are supported and testwork is
performed.
Controls Overview Documents (Narrative and Checklist). Two different tools were developed to illustrate how an auditor might document the audit work associated with internal control over compliance for the types of compliance requirements selected for testing
for each major program. Because audit documentation styles vary
widely, both a narrative template and a checklist template were
developed for the auditor to choose from.
Dual Purpose Testwork. This tool illustrates how an auditor might
document the use of one sample to test both internal control over
compliance and compliance.
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.84 The GAQC has published these tools as the practice aid Documenting and Testing Compliance and Internal Control Over Compliance in a Single
Audit (product no. 006662PDF). This document includes each tool in a PDF
format that auditors can use to input their auditor responses and other documentation. It is available to both members and nonmembers of the GAQC for
a nominal fee at www.cpa2biz.com. For information on ordering Documenting
and Testing Compliance and Internal Control Over Compliance in a Single Audit, see the Help Desk box found at the end of the "Internal Control Issues and
Developments" section of this alert. Additionally, the practice aid is available
at no charge to GAQC members in either a Microsoft Word or Excel format, as
applicable, on the GAQC website at www.aicpa.org/GAQC.

Practice Monitoring
.85 The Practice Monitoring task force has been studying ways that the
peer review process can help enhance the quality of Circular A-133 compliance
audits by member firms. Previously, they worked with the AICPA Peer Review
Board to update Peer Review Interpretation 63-1a. This interpretation previously required that at least one engagement subject to Government Auditing
Standards be reviewed. In May 2009, the Peer Review Board updated this interpretation to require that additionally, if the engagement selected is of an
entity subject to Government Auditing Standards but not subject to the Single
Audit Act or Circular A-133 and the firm performs engagements of entities subject to Circular A-133, at least one such engagement should also be selected for
review. This requirement ensures the peer review includes an evaluation of the
firm's compliance with the requirements of Circular A-133. This requirement
is effective for all peer reviews commencing on or after September 1, 2009.
.86 In addition, this past year, the Practice Monitoring task force made
another recommendation to the Peer Review Board on enhancing the peer review processes for single audits. This recommendation resulted in dividing into
two parts the previous single audit checklist that peer reviewers used when
performing peer reviews of single audits. The two parts of the divided checklist
are as follows:

r

r

Part A Supplemental Checklist for Review of Single Audit Act/A133 Engagements. Focuses on the audit areas noted by the PCIE
report as most frequently not being performed in accordance with
professional standards. These areas include major program determination, documentation of compliance testing, audit findings,
sampling, materiality at the major program level, and SEFA reporting issues.
Part B Supplemental Checklist for Review of Single Audit Act/A133 Engagements. Includes other areas specific to A-133 engagements. These areas include planning, reporting, other audit issues,
and program-specific audits.

.87 Reviewers using part A are instructed that failure to conform to professional standards in the areas in part A are seen by federal inspectors general
as resulting in a substandard audit. Therefore, a failure to properly perform
audit procedures in one or more of the areas covered in part A will result in
an engagement that has not been performed in accordance with Government
Auditing Standards in all material respects. If the reviewer determines there
was a failure to reach an appropriate conclusion on the application of professional standards in all material respects after completing part A, the reviewer
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is instructed to then consider whether expansion of the scope of the peer review
is necessary.

Reporting Audit Findings in a Single Audit
.88 The Reporting Audit Findings in a Single Audit task force has been
working to develop illustrative practice aids to assist auditors in developing
and documenting finding write-ups. The draft illustrations are still in process
and have not yet been shared with the AICPA auditing standards team or the
OMB. This task force is expected to complete its work over the course of the
next year. Watch the GAQC website for future updates and developments.

Single Audit Training Needs and Continuing Professional
Education Evaluation
.89 The Single Audit Training Needs and Continuing Professional Education Evaluation task force was established in light of the PCIE report recommendation that the OMB consider requiring 16–24 hours of single audit
training as a prerequisite to performing single audits. In 2008, the task force
developed a white paper summarizing its recommendations relating to single
audit training and submitted it to the OMB for its consideration. There has
been no additional activity in this area during the past year.
Help Desk—Visit the GAQC website (www.aicpa.org/GAQC) for further updates and information on new developments. Also, archived Web
events on topics such as internal control, sampling, and SEFA are available to be viewed by members. To listen to archived member events, visit
www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/
Pages/Archived%20GAQC%20Conference%20Calls.aspx.

Summary of Frequent Violations Relating to Single
Audits—Ethics Division
.90 The AICPA Professional Ethics division investigates potential disciplinary matters involving members of the AICPA and state CPA societies
participating in the Joint Ethics Enforcement Program. These investigations
of government and not-for-profit entities are typically initiated by referral
from the offices of inspectors general. The Professional Ethics division has
compiled a summary of recent violations that were frequently found in investigations related to governments and not-for-profit entities. Frequent violations related specifically to single audits are discussed in the following
paragraphs.
.91 Violations related to major program determination and program testing are found on the listing. Included are violations in which the auditor

r
r
r
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failed to accurately identify and test all major programs in accordance with Circular A-133.
did not accurately identify and test all major programs as they
relate to program clusters (programs were improperly clustered).
incorrectly computed the threshold for determining Type A programs.
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failed to audit as major programs federal programs with federal
awards expended that, in the aggregate, encompassed at least 50
percent of the total federal awards expended.

.92 A number of the frequent violations pertained to the SEFA and the
Schedule of Findings and Questioned Costs (SFQC). Some of these are violations in which the auditor

r
r
r
r

failed to note that the SEFA did not clearly indicate the total federal expenditures for each federal program.
failed to note that the SEFA did not contain the required information related to the federal agency and pass-through entities,
including CFDA number or other identifying number.
did not properly report audit findings in the SFQC (required elements were missing).
incorrectly identified in the SFQC the dollar threshold used to
distinguish between Type A and Type B programs.

Summary of Frequently Noted Areas of Noncompliance—Peer
Review Board
.93 The Peer Review Board has compiled a list of areas of noncompliance
noted in engagements subject to Government Auditing Standards. A partial
listing of these items includes the following:

r
r
r
r
r
r

Performance of a review when an audit was required.
Failure to identify and audit major programs.
Failure to include proper Circular A-133 reports.
Failure to document tests of controls and compliance, perform adequate tests in other key areas, and test controls over compliance
in single audit engagements.
Compliance and control tests, including sampling applications,
were not adequately designed to support the type of reports issued.
Report on financial statements did not refer to the Government
Auditing Standards report on internal control over financial reporting and compliance and other matters.

.94 As noted earlier in this alert, in response to the PCIE report, a Practice
Monitoring task force was formed to investigate how the peer review process
can assist in improving the quality of single audits. See the "Update on the
Response to the PCIE Report" section of this alert for more information.

Internal Control Issues and Developments
Communicating Internal Control Related Matters Identified
in an Audit of Financial Statements
.95 SAS No. 115 amends SAS No. 112, Communicating Internal Control
Related Matters Identified in an Audit, and further clarifies standards and
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provides guidance on communicating matters related to an entity's internal
control over financial reporting identified in an audit of financial statements.
In general, SAS No. 115 retains many of the provisions of SAS No. 112. The
key differences between the two standards lie in the definitions of material
weaknesses and significant deficiencies. SAS No. 115 is effective for audits of
financial statements for periods ending on or after December 15, 2009. The
discussion in this section relates to SAS No. 115 as it applies to internal control
over financial reporting in a financial statement audit.
.96 As mentioned in last year's alert, the GAO previously issued interim
guidance that allows the use of SAS No. 115 for satisfying the internal control
reporting requirements of Government Auditing Standards. Required reports
that have been updated for the terminology in SAS No. 115 are available in
the 2009 (and forward) Audit Guide Government Auditing Standards and Circular A-133 Audits and in the "Resources" section of the GAQC website. (See
the Help Box that follows for more information.) Also, see the "Adapting SAS
No. 115 to a Circular A-133 Compliance Audit" section of this alert for a discussion of communicating matters relating to an auditee's internal control over
noncompliance in a Circular A-133 compliance audit.

Definitions of Significant Deficiency and Material Weakness
.97 A material weakness is a deficiency, or combination of deficiencies, in
internal control, such that a reasonable possibility exists that a material misstatement of the entity's financial statements will not be prevented, or detected
and corrected, on a timely basis. For the purpose of this definition, a reasonable
possibility exists when the likelihood of the event is either reasonably possible
or probable, as those terms are used in the Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC) glossary. The FASB
ASC glossary defines reasonably possible as the chance of the future event or
events occurring is more than remote but less than likely; probable is defined
as the future event or events are likely to occur. These definitions are consistent
with those that appeared in FASB Statement No. 5, Accounting for Contingencies. A significant deficiency is a deficiency, or a combination of deficiencies, in
internal control that is less severe than a material weakness yet important
enough to merit attention by those charged with governance.

The Evaluation Process
.98 Although the auditor is not required to perform procedures specifically to identify deficiencies in internal control over financial reporting, during
the course of the financial statement audit, the auditor may become aware of
deficiencies in the design or operation of the entity's internal control. The auditor should evaluate the severity of each deficiency in internal control over
financial reporting identified during the audit and determine whether the deficiency, individually or in combination with other deficiencies in internal control,
rises to the level of significant deficiencies or material weaknesses. Further, the
severity of a deficiency does not depend on whether a misstatement actually
occurred.
.99 The AICPA published the Audit Risk Alert Communicating Internal
Control Related Matters in an Audit—Understanding SAS No. 115 (product no.
022539) to assist in understanding the requirements of this SAS. This alert provides specific case studies to help determine whether identified control weaknesses in internal control over financial reporting would constitute a significant
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deficiency or material weakness; it can be obtained by calling the AICPA at (888)
777-7077 or visiting www.cpa2biz.com.

Adapting SAS No. 115 to a Circular A-133
Compliance Audit
.100 The OMB has clarified that the guidance found in SAS No. 115 applies
to a Circular A-133 compliance audit (see the "OMB Developments" section of
this alert). The discussion in this section provides information found in SAS No.
115 as adapted to a compliance audit. SAS No. 117 assists in this adaptation
by providing guidance on terms and concepts found in SAS No. 115 as adapted
to a compliance audit.
.101 A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a federal program on a timely basis.
.102 For purposes of reporting on internal control over compliance for
federal programs, the definitions of significant deficiency in internal control
over compliance and material weakness in internal control over compliance, as
adapted for a Circular A-133 compliance audit, are as follows:
Significant deficiency in internal control over compliance. A deficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance requirement of a federal program that
is less severe than a material weakness in internal control over compliance, yet important enough to merit attention by those charged with
governance.
Material weakness in internal control over compliance. A deficiency, or
combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type
of compliance requirement of a federal program will not be prevented, or
detected and corrected, on a timely basis.
.103 In performing a Circular A-133 compliance audit, significant deficiencies and material weaknesses in internal control over compliance and material noncompliance with provisions of laws, regulations, contracts, or grant
agreements are to be considered as they relate to a type of compliance requirement for each major program or an audit objective identified in the compliance
supplement.

Auditing Interpretation No. 1 of AU Section 325
.104 Interpretation No. 1, "Communicating Deficiencies in Internal Control Over Compliance in an Office of Management and Budget Circular A-133
Audit," of AU section 325 (AICPA, Professional Standards, vol. 1, AU sec. 9325
par. .01–.03) was reissued in March 2010 to reflect the OMB's clarification that
the terms significant deficiency and material weakness are to be used as defined
in GAAS and Government Auditing Standards. This interpretation defines
these terms for the purpose of reporting on internal control over compliance
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in a Circular A-133 compliance audit. The definitions are consistent with those
found in SAS No. 117.
Help Desk—Illustrative Government Auditing Standards reports and
audit reports on compliance under Circular A-133 that reflect the guidance in SAS No. 115 are available on the GAQC website at www.aicpa.
org/InterestAreas/GovernmentalAuditQuality/Resources/Illustrative
AuditorsReports/Pages/default.aspx (for information on membership in
the GAQC, see the "AICPA GAQC" section of this alert). Examples of
these reports are also available in the 2010 Audit Guide Government
Auditing Standards and Circular A-133 Audits.

Internal Control Matters Relating to SEFA
.105 The preparation of the SEFA is an auditee responsibility. Circular
A-133 requires that the SEFA be presented and reported on by the auditor
as supplementary information. When compliance or internal control findings,
or both, are related to an auditee's inability to prepare the SEFA, multiple
places exist where these findings may be reported by the auditor, including the
following:

r
r

"Report on Compliance With Requirements Applicable to Each
Major Program and on Internal Control Over Compliance in Accordance With OMB Circular A-133" (Circular A-133 report)
"Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements Performed in Accordance With Government Auditing Standards" (Yellow Book report)

.106 No definitive answer exists regarding where SEFA preparationrelated findings may be reported because each case is dependent upon the
relevant facts and circumstances. Further, evaluating control deficiencies over
the preparation of the SEFA may be challenging because such deficiencies may
relate to internal control over financial reporting, internal control over compliance, or both. Due to the relationship of the SEFA to both the financial statements and compliance with Circular A-133, auditors should consider evaluating
and reporting control deficiencies on the SEFA using a two step process. The
first step would consist of evaluating the effect of the control deficiency on the
financial statements and financial reporting process in accordance with SAS
No. 115. If a significant deficiency or material weakness in internal control
over financial reporting exists, the auditor would report it in the Yellow Book
report and in the SFQC. The second step would then consist of evaluating the
effect of the control deficiency as it relates to the federal programs, in accordance with SAS No. 117. If a significant deficiency or material weakness in
internal control over compliance is identified, the auditor would report it in the
Circular A-133 report and the SFQC.

New Auditing Interpretations of AU Section 325
.107 Interpretation No. 2, "Communication of Significant Deficiencies and
Material Weaknesses Prior to the Completion of the Compliance Audit for Participants in Office of Management and Budget Single Audit Pilot Project," of AU
section 325 (AICPA, Professional Standards, vol. 1, AU sec. 9325 par. .04–.06)
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and Interpretation No. 3, "Communication of Significant Deficiencies and Material Weaknesses Prior to the Completion of the Compliance Audit for Auditors
That Are Not Participants in Office of Management and Budget Pilot Project,"
of AU section 325 (AICPA, Professional Standards, vol. 1, AU sec. 9325 par. .07–
.10) provide guidance regarding interim communication issued in accordance
with AU section 325 when the auditor, either as part of an OMB pilot project or
voluntarily, identifies deficiencies in internal control over compliance related
to Recovery Act funding that are, or are likely to be, significant deficiencies or
material weaknesses in internal control over compliance. The interpretations
include illustrative wording for such communication. The interpretations note
that regardless of how the early communication is delivered, the auditor should
communicate all significant deficiencies and material weaknesses in writing to
management and those charged with governance, in accordance with paragraphs .17–.18 of AU section 325. Note that both interpretations were reissued
in March 2010 to incorporate internal control definitions that are consistent
with SAS No. 115.
.108 Interpretation No. 4, "Appropriateness of Identifying No Significant
Deficiencies or No Material Weaknesses in an Interim Communication," of AU
section 325 (AICPA, Professional Standards, vol. 1, AU sec. 9325 par. .11–.13)
notes that AU section 325 states that the auditor should not issue a written
communication stating that no significant deficiencies were identified and that
this guidance would also apply to an interim communication. Although AU
section 325 does permit the auditor to issue a communication at the end of
the audit stating that no material weaknesses were identified, it would not be
appropriate for an auditor to issue an interim communication stating that no
material weaknesses were identified as of the interim date.
Help Desk—One of the problem areas noted in QCRs of single audits has been deficiencies in the auditor's documentation surrounding the understanding and testing of internal control over compliance.
The GAQC has recently issued a practice aid that will provide tools
to assist auditors in documenting internal control over compliance in
a single audit. The practice aid Documenting and Testing Compliance
and Internal Control Over Compliance in a Single Audit (product no.
006662PDF) is available to nonmembers of the GAQC for a nominal fee
at www.cpa2biz.com. The practice aid is available at no charge to members of the GAQC on the GAQC website at www.aicpa.org/GAQC. For
more information on the practice aid, see the "Update on the Response
to the PCIE Report" section of this alert. (For information on the GAQC
and membership in the GAQC, see the AICPA GAQC" section of this
alert.)

Other Recently Issued Audit Guidance
Supplementary and Other Information Related
to Financial Statements
.109 In February 2010, the ASB issued a trio of auditing standards related
to the auditor's responsibility for other information, supplementary information, and required supplementary information. These three standards supersede AU sections 550A, Other Information in Documents Containing Audited
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Financial Statements; 551A, Reporting on Information Accompanying the Basic Financial Statements in Auditor-Submitted Documents; and 558A, Required
Supplementary Information (AICPA, Professional Standards, vol. 1). All three
standards are effective for audits of financial statements for periods beginning
on or after December 15, 2010. Early application is permitted. See the following
discussion for a summary of SAS No. 118, Other Information in Documents Containing Audited Financial Statements (AICPA, Professional Standards, vol. 1,
AU sec. 550), and SAS No. 119, Supplementary Information in Relation to the
Financial Statements as a Whole (AICPA, Professional Standards, vol. 1, AU
sec. 551), which may affect a single audit.

Other Information in Documents Containing Audited
Financial Statements
.110 SAS No. 118 addresses the auditor's responsibility in relation to other
information in documents containing audited financial statements and the auditor's report thereon. In this SAS, other information is defined as financial
and nonfinancial information (other than the financial statements) that is included in a document containing audited financial statements and the auditor's
report thereon, excluding required supplementary information. Documents containing audited financial statements refers to annual reports (or similar documents) that are issued to owners (or similar stakeholders) and annual reports
of governments and organizations for charitable or philanthropic purposes that
are available to the public that contain audited financial statements and the
auditor's report thereon. In the absence of any separate requirement in the particular circumstances of the engagement, the auditor's opinion on the financial
statements does not cover other information, and the auditor has no responsibility for determining whether such information is properly stated. This SAS establishes the requirement for the auditor to read the other information of which
the auditor is aware because the credibility of the audited financial statements
may be undermined by material inconsistencies between the audited financial
statements and other information. This SAS also may be applied, adapted as
necessary in the circumstances, to other documents to which the auditor, at
management's request, devotes attention.

Supplementary Information in Relation to the Financial
Statements as a Whole
.111 SAS No. 119 addresses the auditor's responsibility when engaged to
report on whether supplementary information is fairly stated, in all material
respects, in relation to the financial statements as a whole. For purposes of
GAAS, supplementary information is defined as information presented outside
the basic financial statements, excluding required supplementary information
that is not considered necessary for the financial statements to be fairly presented in accordance with the applicable financial reporting framework. Such
information may be presented in a document containing the audited financial
statements or separate from the financial statements.
.112 The information covered by this SAS is presented outside the basic
financial statements and is not considered necessary for the financial statements to be fairly presented in accordance with the applicable financial reporting framework. This SAS also may be applied, with the report wording adapted
as necessary, when an auditor has been engaged to report on whether required
supplementary information is fairly stated, in all material respects, in relation
to the financial statements as a whole.
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.113 SAS No. 119 supersedes the guidance in AU section 551A and provides guidance and establishes requirements that

r
r
r
r

in order to opine on whether supplementary information is fairly
stated in relation to the financial statements as a whole, the auditor determine that certain criteria are met.
the auditor obtain the agreement of management that it acknowledges and understands the responsibility for certain items related
to the supplementary information.
certain procedures be performed related to the supplementary information.
address issues around reporting related to the supplementary information.

.114 Circular A-133 requires the auditor to determine and report on
whether the SEFA is presented fairly, in all material respects, in relation to
the financial statements taken as a whole. Therefore, the guidance in SAS No.
119 will affect entities that are required to present a SEFA.
.115 Further information about recent ASB projects and activities is available at www.aicpa.org/InterestAreas/AccountingAndAuditing/Community/
AuditingStandardsBoard/Pages/ASB.aspx.

Recent Pronouncements
.116 AICPA auditing and attestation standards are applicable only to audits and attestation engagements of nonissuers. The Public Company Accounting Oversight Board (PCAOB) establishes auditing and attestation standards
for audits of issuers. For information on pronouncements issued subsequent to
the writing of this alert, please refer to the AICPA website at www.aicpa.org,
the FASB website at www.fasb.org, and the PCAOB website at www.pcaob.org.
You also may look for announcements of newly issued accounting standards in
the CPA Letter and the Journal of Accountancy.

Recent Auditing and Attestation Pronouncements
and Related Guidance
.117 The following table presents a list of recently issued audit and attestation pronouncements and related guidance.
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Recent Auditing and Attestation Pronouncements
and Related Guidance
Statement on Auditing
Standards (SAS) No. 120,
Required Supplementary
Information (AICPA,
Professional Standards, vol. 1,
AU sec. 558)
Issue Date: February 2010
(Applicable to audits conducted
in accordance with generally
accepted auditing standards
[GAAS])

This standard addresses the auditor's
responsibility with respect to information
that a designated accounting standard
setter requires to accompany an entity's
basic financial statements. In the
absence of any separate requirement in
the particular circumstances of the
engagement, the auditor's opinion on the
basic financial statements does not cover
required supplementary information. It
also supersedes AU section 558A,
Required Supplementary Information
(AICPA, Professional Standards, vol. 1).
This SAS is effective for periods
beginning on or after December 15, 2010.
Early application is permitted.

SAS No. 119, Supplementary
Information in Relation to the
Financial Statements as a
Whole (AICPA, Professional
Standards, vol. 1, AU sec. 551)
Issue Date: February 2010
(Applicable to audits conducted
in accordance with GAAS)

This SAS addresses the auditor's
responsibility when engaged to report on
whether supplementary information is
fairly stated, in all material respects, in
relation to the financial statements as a
whole. The information covered by this
SAS is presented outside the basic
financial statements and is not
considered necessary for the financial
statements to be fairly presented in
accordance with the applicable financial
reporting framework. Along with SAS
No. 118, Other Information in Documents
Containing Audited Financial
Statements (AICPA, Professional
Standards, vol. 1, AU sec. 550), this SAS
also supersedes AU section 551A,
Reporting on Information Accompanying
the Basic Financial Statements in
Auditor-Submitted Documents (AICPA,
Professional Standards, vol. 1). This SAS
is effective for periods beginning on or
after December 15, 2010. Early
application is permitted.

SAS No. 118, Other Information
in Documents Containing
Audited Financial Statements
(AICPA, Professional
Standards, vol. 1, AU sec. 550)

This SAS addresses the auditor's
responsibility in relation to other
information in documents containing
audited financial statements and the
auditor's report thereon. In the absence
of any separate requirement in the
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Recent Auditing and Attestation Pronouncements
and Related Guidance
Issue Date: February 2010
(Applicable to audits conducted
in accordance with GAAS)

particular circumstances of the
engagement, the auditor's opinion on the
financial statements does not cover other
information, and the auditor has no
responsibility for determining whether
such information is properly stated. This
SAS establishes the requirement for the
auditor to read the other information of
which the auditor is aware because the
credibility of the audited financial
statements may be undermined by
material inconsistencies between the
audited financial statements and other
information. This SAS supersedes AU
section 550A, Other Information in
Documents Containing Audited
Financial Statements (AICPA,
Professional Standards, vol. 1), and
along with SAS No. 119, supersedes AU
section 551A. This SAS is effective for
periods beginning on or after December
15, 2010. Early application is permitted.

SAS No. 117, Compliance
Audits (AICPA, Professional
Standards, vol. 1, AU sec. 801)
Issue Date: December 2009
(Applicable to audits conducted
in accordance with GAAS)

This standard amends AU section 801 to
reflect changes in the compliance audit
environment and incorporates the risk
assessment standards. It requires the
auditor to adapt and apply the AU
sections of the AICPA's Professional
Standards to compliance audits and
provides guidance on how to do so. It is
effective for compliance audits for fiscal
periods ending on or after June 15, 2010.
Earlier application is permitted.

SAS No. 115, Communicating
Internal Control Related
Matters Identified in an Audit
(AICPA, Professional
Standards, vol. 1, AU sec. 325)
Issue Date: October 2008
(Applicable to audits conducted
in accordance with GAAS)

Replacing SAS No. 112, Communicating
Internal Control Related Matters
Identified in an Audit, this standard
defines the terms deficiency in internal
control, significant deficiency, and
material weakness; provides guidance on
evaluating the severity of deficiencies in
internal control identified in an audit of
financial statements; and requires the
auditor to communicate in writing, to
management and those charged with
governance, significant deficiencies and
material weaknesses identified in an
(continued)
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Recent Auditing and Attestation Pronouncements
and Related Guidance
audit. It is effective for audits of financial
statements for periods ending on or after
December 15, 2009. Earlier
implementation is permitted.
Interpretation No. 1,
"Communicating Deficiencies
in Internal Control Over
Compliance in an Office of
Management and Budget
Circular A-133 Audit," of AU
section 325 (AICPA,
Professional Standards, vol. 1,
AU sec. 9325 par. .01–.03)
Issue Date: June 2007; revised
March 2010
(Nonauthoritative)

This interpretation provides guidance on
applying AU section 325 to reporting on
internal control over compliance in a
Circular A-133 compliance audit.

Interpretation No. 3,
"Communication of Significant
Deficiencies and Material
Weaknesses Prior to the
Completion of the Compliance
Audit for Auditors That Are
Not Participants in Office of
Management and Budget Pilot
Project," of AU section 325
(AICPA, Professional
Standards, vol. 1, AU sec. 9325
par. .07–.10)
Issue Date: November 2009;
revised March 2010
(Nonauthoritative)

This interpretation provides guidance
when an auditor voluntarily decides to
make an early communication in writing
of identified significant deficiencies and
material weaknesses in internal control
over compliance in a Circular A-133
compliance audit.

Interpretation No. 4,
"Appropriateness of Identifying
No Significant Deficiencies or
No Material Weaknesses in an
Interim Communication," of AU
section 325 (AICPA,
Professional Standards, vol. 1,
AU sec. 9325 par. .11–.13)
Issue Date: November 2009;
revised March 2010
(Nonauthoritative)

This interpretation provides guidance
about whether it is appropriate to state
that no significant deficiencies or
material weaknesses were identified in
an interim communication.
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Recent AICPA Independence and Ethics Pronouncements
.118 The Audit Risk Alert Independence and Ethics Developments—2009
(product no. 0224709) contains a complete update on new independence and
ethics pronouncements. This alert will heighten your awareness of independence and ethics matters likely to affect your practice. Obtain this alert by
calling the AICPA at (888) 777-7077 or visiting www.cpa2biz.com.
.119 Also, in 2009, the AICPA published the Audit and Accounting Practice Aid Independence Compliance: Checklists and Tools for Complying With
AICPA and GAO Independence Requirements (product no. 006661). This practice aid contains two independence review tools. The first review tool addresses
the requirements of Rule 101, Independence (AICPA, Professional Standards,
vol. 2, ET sec. 101 par. .01), of the AICPA Code of Professional Conduct and
its related rulings and interpretations. This rule applies to all engagements
requiring independence under AICPA Professional Standards. The second review tool addresses the GAO independence rules, which apply to audits under
Government Auditing Standards.

On the Horizon
.120 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. The following sections present brief information about some ongoing projects that have
particular significance to entities receiving federal funds and their auditors
or that may result in significant changes. Remember that exposure drafts are
nonauthoritative and cannot be used as a basis for changing existing standards.
.121 Information on, and copies of, outstanding exposure drafts may be
obtained from the various standard setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed
here. Readers should refer to information provided by the various standard
setting bodies for further information.
Standard Setting Body

Website

AICPA Auditing Standards
Board

www.aicpa.org/InterestAreas/Accounting
AndAuditing/CommunityAuditing
StandardsBoard/Pages/ASB.aspx

U.S. Government Accountability
Office

www.gao.gov./govaud/ybk01.htm

Financial Accounting Standards
Board

www.fasb.org

Governmental Accounting
Standards Board

www.gasb.org

Professional Ethics Executive
Committee

www.aicpa.org/InterestAreas/
ProfessionalEthics/
Pages/ProfessionalEthics.aspx

Public Company Accounting
Oversight Board

www.pcaob.org
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GAO Developments
.122 The GAO is in the process of revising Government Auditing Standards. The GAO last revised these standards in 2007. An exposure draft is
expected to be issued in mid-2010, with the final revision being issued in late
2010 or early 2011. One area of potential change or clarification is likely to be
in the area of independence, although other changes are anticipated, as well.
The expected effective date has not yet been determined. Readers should be
alert for further developments.

Auditing and Attestation Pipeline
ASB Clarity Project
.123 In response to growing concerns about the complexity of standards,
the ASB has commenced a large-scale clarity project to revise all existing auditing standards so they are easier to read and understand. Over the last few
years, the ASB has been redrafting all of the existing auditing sections contained in the Codification of Statements on Auditing Standards (AU sections of
the AICPA's Professional Standards) to apply the clarity drafting conventions
and converge with the International Standards on Auditing (ISAs) issued by
the International Auditing and Assurance Standards Board. The majority of the
clarified standards will be issued in a single SAS codified as AU sections, with
each section assigned a section number and title. When the new SAS becomes
effective, the SASs issued prior to SAS No. 117 will be superseded.
.124 The ASB proposes that most redrafted standards become effective at
the same time, and is working toward completing the project in the first half of
2011. Two possible exceptions to that timeframe include the clarity redrafts of
AU sections 341, The Auditor's Consideration of an Entity's Ability to Continue
as a Going Concern, and 532, Restricting the Use of an Auditor's Report (AICPA,
Professional Standards, vol. 1).
.125 In May 2010, the expected effective date was revised to be applicable
for audits of financial statements for periods ending on or after December 15,
2012. Those standards issued in the clarity format (currently SAS Nos. 117–
120) to address current practice issues have their own separate effective dates.
The ASB believes that having a single effective date for most of the clarified
standards will ease the transition to, and implementation of, the redrafted
standards. The effective date will be long enough after all redrafted statements
are finalized to allow sufficient time for training and updating of firm audit
methodologies. This expected date depends on satisfactory progress being made
and will be amended, if necessary. Further, early adoption of the new SAS will
not be appropriate. The SAS that will encompass all clarified AU sections will be
issued with the next consecutive number that is available. See the explanatory
memorandum "Clarification and Convergence," the discussion paper Improving
the Clarity of ASB Standards, and Clarity Project: Questions and Answers at
www.aicpa.org/InterestAreas/AccountingAndAuditing/Resources/AudAttest/
AudAttestStndrds/ASBClarity/Pages/ImprovingClarityASBStandards.aspx.
.126 All clarified SASs that have been finalized by the ASB but are
not yet issued as authoritative can be found at www.aicpa.org/InterestAreas/
AccountingAndAuditing/Resources/AudAttest/AudAttestStndrds/ASBClarity/
Pages/Final%20Clarified%20Statements%20on%20Auditing%20Standards.
aspx.
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Resource Central
.127 The following are various resources that practitioners engaged in
audits of entities subject to Government Auditing Standards or Circular A-133
may find beneficial.

AICPA Industry Expert Panel—State and Local Governments
.128 The State and Local Government Expert Panel is an AICPA volunteer group whose purpose is to identify state and local government financial
reporting and auditing issues and to work with appropriate bodies for resolutions benefiting the public interest; to conduct liaison activities with GASB
regulators, such as the GAO and OMB, and applicable industry associations;
and to advise and assist in the development of AICPA products and services related to state and local government audits. For information about the activities
of the State and Local Government Expert Panel, visit the AICPA website at
www.aicpa.org/InterestAreas/AccountingAndAuditing/Community/StateAnd
LocalGovernment/Pages/StateandLocalGovernment.aspx.

AICPA Industry Expert Panel—Not-for-Profit Entities
.129 For information about the activities of the AICPA Not-for-Profit Entities Industry Expert Panel, visit the panel's Internet page at www.aicpa.org/
InterestAreas/AccountingAndAuditing/Community/NotForProfit/Pages/Notfor
Profit.aspx.

Publications
.130 Practitioners may find the following publications useful. Choose the
format best for you—online, print, or CD-ROM.

r
r
r
r
r
r
r
r

Audit Guide Government Auditing Standards and Circular A-133
Audits (2010) (product no. 0127410 [paperback], WRF-XX [online
with the associated Audit Risk Alert], or DRF-XX [CD-ROM])
Audit and Accounting Guide Not-for-Profit Entities (2010) (product no. 0126410 [paperback], WNP-XX [online with the associated
Audit Risk Alert], or DNP-XX [CD-ROM])
Audit and Accounting Guide Health Care Entities (2009) (product no. 012619 [paperback], WHC-XX [online with the associated
Audit Risk Alert], or DHC-XX [CD-ROM])
Audit Guide Assessing and Responding to Audit Risk in a Financial Statement Audit (2009) (product no. 012459 [paperback] or
WRA-XX [online])
Audit Guide Audit Sampling (2008) (product no. 012538 [paperback] or WAS-XX [online])
Audit Risk Alert Independence and Ethics Developments—2009
(product no. 0224709 [paperback] or WIA-XX [online])
Audit and Accounting Practice Aid Independence Compliance:
Checklists and Tools for Complying With AICPA and GAO Independence Requirements (product no. 006661 [paperback])
Audit and Accounting Practice Aid Independence Compliance:
Checklists and Tools for Complying With AICPA, SEC, and PCAOB
Independence Requirements (product no. 006660 [paperback])
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.131 Additional resources for accountants in business and industry are
the Financial Reporting Alert series, designed to be used by members of an
entity's financial management and audit committee to identify and understand
current accounting and regulatory developments affecting the entity's financial
reporting.

r

Financial Reporting Alert Not-for-Profit Organizations: Accounting Issues and Risks—2010 (product no. 0292210 [paperback])

AICPA Resource: Accounting and Auditing Literature
.132 The AICPA has created your core accounting and auditing library
online. AICPA Resource is now customizable to suit your preferences or your
firm's needs. Or, you can sign up for access to the entire library. Get access—
anytime, anywhere—to FASB ASC, the AICPA's latest Professional Standards,
Technical Practice Aids, Audit and Accounting Guides, Audit Risk Alerts, Accounting Trends & Techniques, and more. To subscribe to this essential online
service for accounting professionals, visit www.cpa2biz.com.

CPE
.133 The AICPA offers a number of CPE courses that are valuable to CPAs
working in public practice and industry, including the following:

r
r

AICPA's Annual Accounting and Auditing Update Workshop
(2010–2011 Edition) (product no. 730096 [text] or 180096 [DVD]).
Whether you are in industry or public practice, this course keeps
you current and informed and shows you how to apply the most
recent standards.
Internal Control Essentials for Financial Managers, Accountants
and Auditors (product no. 731856 [text], 181856 [DVD/Manual], or
351856 [Additional Manual for DVD]). This course will provide you
with a solid understanding of systems and control documentation
at the significant process level.

.134 Among the many courses, the following are specifically related to
audits of entities subject to Government Auditing Standards or Circular A-133:

r
r
r
r
r

Applying A-133 to Nonprofit and Governmental Organizations
(product no. 730913 [text] or 187212 [DVD]
Solving Complex Single Audit Issues for Government and Nonprofit Organizations (product no. 734414 [text])
Studies on Single Audit and Yellow Book Deficiencies (product no.
733034 [text])
Frequent Frauds Found in Governments and Not-For-Profits (product no. 733313 [text])
Advanced Auditing of HUD-Assisted Projects (product no. 730202
[text])

.135 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.136 AICPA CPExpress, offered exclusively through CPA2Biz, is the
AICPA's flagship online learning product. AICPA members pay $180 for a new
subscription and $145 for the annual renewal. Nonmembers pay $435 for a
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new subscription and $375 for the annual renewal. Divided into 1-credit and
2-credit courses that are available 24 hours a day, 7 days a week, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. Some
topics of special interest to those performing audits under Government Auditing
Standards or Circular A-133 include the following:

r
r
r

Fraud—More on Governmental and Not-For-Profits
Single Audits: Applying A-133 to Nonprofit and Government
Single Audits: Solving Complex Single Audit Issues for Government and Nonprofit Organizations

.137 To register or learn more, visit www.cpa2biz.com.

Webcasts
.138 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA webcasts are high quality, two-hour CPE programs that
bring you the latest topics from the profession's leading experts. Broadcast live,
they allow you to interact with the presenters and join in the discussion. If you
cannot make the live event, each webcast is archived and available on CD-ROM.

Member Service Center
.139 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Operations Center at (888) 777-7077.

Hotlines
Accounting and Auditing Technical Hotline
.140 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the AICPA's
Accounting and Auditing Technical Hotline. AICPA staff will research your
question and call you back with the answer. The hotline is available from
9 a.m. to 8 p.m. EST on weekdays. You can reach the Technical Hotline at
(877) 242-7212 or online at www.aicpa.org/Research/TechnicalHotline/Pages/
TechnicalHotline.aspx. Additionally, members can submit questions by completing a Technical Inquiry form found on the same website.

Ethics Hotline
.141 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at (888) 777-7077 or by e-mail at ethics@aicpa.org.

Industry Conferences
.142 The AICPA sponsors four annual conferences that include a focus on
Government Auditing Standards and Circular A-133 topics in the summer and
fall of each year.
.143 The National Governmental Accounting and Auditing Update Conference (GAAC) EAST will be held August 16–17, 2010, in Washington, D.C.,
and its counterpart, GAAC WEST, will be held September 27–28, 2010, in Las
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Vegas, NV. These conferences are designed for CPAs working in federal, state,
and local government; public practitioners with government clients; and regulators who need to be aware of emerging developments. Attending one of these
conferences is a great way to receive timely guidance, along with practical advice on how to handle new legislation and standards, from key government
officials and representatives of the accounting profession, including the standard setters themselves.
.144 The AICPA National Governmental and Not-for-Profit Training Program will be held October 25–27, 2010, in Las Vegas, NV. If you need hands-on
training and are a CPA in public practice or a governmental or not-for-profit
staffer, then this conference is for you. You'll hear directly from the standard
setters and industry leaders on a variety of topics, including developments in
governmental accounting and auditing; the latest in proposed regulations and
laws on the local, state, and federal government levels, as well as those affecting
the not-for-profit sector; and more.
.145 The National Not-for-Profit Industry Conference will be held June
9–10, 2011, in Washington, D.C. The conference offers a wide range of topics
geared to not-for-profit professionals at every level: tax, management, audit
and accounting, fundraising, and regulatory.
.146 For further information about the conferences, call (888) 777-7077 or
visit www.cpa2biz.com.

AICPA GAQC
.147 The GAQC is a voluntary membership center for CPA firms and state
audit organizations designed to improve the quality and value of governmental audits. Governmental audits are performed under Government Auditing
Standards and are audits and attestation engagements of federal, state, or
local governments; not-for-profit entities; and certain for-profit organizations,
such as housing projects and colleges and universities, that participate in governmental programs or receive governmental financial assistance. The GAQC
keeps members informed about the latest developments and provides them with
tools and information to help them better manage their audit practice. CPA
firms and state audit organizations that join demonstrate their commitment to
audit quality by agreeing to adhere to certain membership requirements.
.148 The GAQC has been in existence since September 2004. Since its
launch, center membership has grown to 15 state audit organizations (SAOs)
and over 1400 firms from 50 states, the District of Columbia, Puerto Rico,
and the U.S. Virgin Islands. The CPA firm members of the GAQC account for
approximately 87 percent of the total federal expenditures covered in single
audits performed by CPA firms in the Federal Audit Clearinghouse database
(http://harvester.census.gov/sac/) for the year 2008 (the latest year with complete submission data).
.149 In response to requests by state auditors and their staff to join the
GAQC, a task force was formed to explore the issue. Because SAOs often function in a similar manner to a CPA firm and perform financial and compliance
audits of their states (and in some cases, local governments), a request was
made by the GAQC Executive Committee to the AICPA board of directors to
modify the structure of the GAQC to allow SAOs to join the GAQC. This request
was approved during the past year, and SAOs are now eligible for membership
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in the GAQC. As previously noted, 15 SAOs have already joined the GAQC
since membership approval was granted.
.150 The GAQC's focus is to promote the highest quality audits and to
save members time by providing a centralized place to find information that
they need, when they need it, to maximize quality and practice success. Center
resources include the following:

r
r
r
r
r
r

E-mail alerts with the latest audit and regulatory developments,
including information on the Recovery Act and its impact on your
audits
Exclusive webcasts and webinars on compliance auditing and
timely topics relevant to governmental and not-for-profit financial statement audits (optional CPE is available for a small fee,
and events are archived online)
Dedicated GAQC website at www.aicpa.org/GAQC with resources
(including a Recovery Act Resource Center), community, events,
products, and a complete listing of GAQC members in each state
Single audit practice aids and tools, many of which are described
in this alert and are available via the GAQC website
Online member discussion forums for sharing best practices and
discussing issues members are facing
Savings on professional liability insurance

.151 For more information about the GAQC, visit www.aicpa.org/GAQC.
Help Desk—With all of the quality issues being noted in governmental
audits (see further discussion in the "Legislative and Regulatory Developments" and "Audit and Attestation Issues and Developments" sections
of this alert), your CPA firm or state audit organization should consider
joining the center. To enroll or learn more about the GAQC, including
details on the membership requirements and fees for membership, go
to www.aicpa.org/GAQC or e-mail the GAQC staff at GAQC@aicpa.
org. To preview member benefits, go to www.aicpa.org/InterestAreas/
GovernmentalAuditQuality/Membership/Pages/Preview%20Center%
20Benefits.aspx.

Industry Websites
.152 The Internet covers a vast amount of information that may be valuable to auditors of entities subject to Government Auditing Standards or Circular A-133 audits, including current industry trends and developments. Some
of the more relevant sites are shown in the appendix of this alert.
****
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Appendix—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants.

Website Name

Content

Website

AICPA

Summaries of recent
auditing and other
professional standards,
as well as other AICPA
activities.

www.aicpa.org
www.cpa2biz.com
www.ifrs.com

AICPA
Professional Issues
Task Force

Summaries of practice
issues that appear to
present concerns for
practitioners and
disseminate
information or
guidance, as
appropriate, in the form
of practice alerts.

www.aicpa.org/Interest
Areas/AccountingAnd
Auditing/Resources/
AudAttest/AudAttest
Guidance/Pages/
PITFPracticeAlerts
.aspx

Catalog of Federal
Domestic
Assistance (CFDA)

Electronic searchable
version of the CFDA,
which may be useful for
identifying or verifying
CFDA numbers.

www.cfda.gov

Department of
Education: Office
of Inspector
General
Non-Federal Audit
Team

Provides sources,
including various audit
guides, to assist in the
conduct and
understanding of single
audits and audits of
student financial aid.

www.ed.gov/about/offices/
list/oig/nonfed/nfteam.html

Department of
Housing and
Urban
Development
(HUD): Office of
Inspector General

Among the items found
on this website is the
Consolidated Audit
Guide for Audits of
HUD Programs.

www.hud.gov/offices/oig

Federal Audit
Clearinghouse

Website used for
submission of data
collection form. It
contains various
versions of the data
collection form (Form
SF-SAC).

http://harvester.census.
gov/fac/
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Website Name

Content

Website

The Federal
Reserve Board

Source of key interest
rates.

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
accounting
pronouncements and
other FASB activities.

www.fasb.org
http://asc.fasb.org/home

Government
Accountability
Office

Policy and guidance
materials and reports
on federal agency major
rules. Also responsible
for oversight of the
American Recovery and
Reinvestment Act of
2009 (Recovery Act).

www.gao.gov
Government Auditing
Standards (Yellow Book):
www.gao.gov/govaud/
ybk01.htm
Recovery Act oversight:
www.gao.gov/recovery/

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
accounting
pronouncements and
other GASB activities.

www.gasb.org

Governmental
Audit Quality
Center

A membership center
for firms and state
audit organizations
providing information
and resources to those
performing
governmental audits.

www.aicpa.org/GAQC

Government
Printing Office
Access

Includes a
comprehensive list of
available official federal
resources (and related
links) and is the official
online bookstore for
government
publications.

www.gpoaccess.gov

IGnet

Includes electronic
versions of the audit
review guidelines that
the federal inspectors
general use in
performing reviews of
selected single audits.

www.ignet.gov/

(continued)

ARA-SGA .153

P1: G.Shankar
ACPA153-01

ACPA153.cls

July 26, 2010

42

14:39

Audit Risk Alert

Website Name

Content

Website

Office of
Management and
Budget (OMB)

Includes information on
the federal budget, the
president's
management agenda,
regulatory and
legislative information,
and OMB circulars.
Also includes guidance
related to Recovery Act
programs and the
accountability of
Recovery Act funding.

www.whitehouse.gov/omb/
OMB circulars:
www.whitehouse.gov/omb/
circulars/
Recovery Act guidance:
www.whitehouse.gov/omb/
recovery_default

Public Company
Accounting
Oversight Board
(PCAOB)

Information on
accounting and
auditing activities of
the PCAOB and other
matters.

www.pcaob.org

Recovery.gov and
Recovery
Accountability and
Transparency
Board (RATB)

User friendly tool
maintained by the
RATB to track Recovery
Act spending and
projects, including how
and where the funds
are spent.

www.recovery.gov

USA.gov

Portal through which
all government agencies
can be accessed.

www.usa.gov

USAspending.gov

Searchable database
with information on
government contract,
grant, and other award
data.

www.usaspending.gov
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